The impact of the recession on retail sales volumes This is the second of two articles on retailing activity in the current economic downturn. This article considers how the changing structure of the economy over the last decade has impacted on retail sales volumes. It compares the pattern of retail sales in the current recession to that observed in the recession of the 1990s. Notably, it examines why non-food stores appear to have (so far) performed better than food stores in the current recession.
It concludes that the observed growth in retail sales has been supported by falling retail prices and a fl exible labour market that has limited the effect of unemployment on household consumption. It also identifi es two factors that explain why non-food stores have performed more strongly than food stores in the recession: the changing structure of UK store types and relative price changes.
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Offi ce for National Statistics T he Retail Sales Index (RSI) measures an element of consumer spending, which is used in compiling the National Accounts. Th e RSI is also one of the most timely short-term measures of economic activity and it is an important input to the evidence base used in macroeconomic management. Th e monthly Retail Sales Statistical Bulletin produced by the Offi ce for National Statistics (ONS) provides estimates of the volume of sales (aft er the estimated eff ects of prices have been removed) and value of sales (total value of sales in current prices).
Th is is the second of two ONS articles on retailing activity in the economic downturn. Th e fi rst article (Anagboso, 2009 ) focused on recent changes in the value of retail sales from 2006 to 2008. Th is article will examine volume estimates for retail sales with a focus on the last two recorded economic recessions. Th e article will be organised as follows: 
The RSI in context
Th e ONS Retail Sales Inquiry is the most comprehensive measure of retail activity in Great Britain. It measures movements in the average weekly sales of retailers in Great Britain. Th e RSI covers the activities of businesses selling goods directly to consumers and is a comprehensive broadbased sample survey which requests turnover information from approximately 5,000 businesses each month. Th e scope of the survey includes retailing businesses ranging from small corner shops to larger employers. Businesses provide turnover data, for example, the cash value of items passed through the till for a given reporting period.
Th e RSI uses annual chain-linking methods to calculate volume estimates. Chain-linking is a statistical technique which is the most appropriate way to measure sales volume growth, because it refl ects changes in purchasing when consumers switch purchases to goods that have fallen in price. Annual chain-linking uses base year prices updated each year and then linked together to form a continuous time series. Th is linking process eff ectively absorbs price changes into the RSI volume index but in a way that maintains the integrity of the index as a measure of volume change. It allows price changes to be refl ected in the measurement of retail sales volumes in a rapidly changing economy (McLaren 2009) .
Th e RSI is published in three main categories: predominantly food stores, predominantly non-food stores and nonstore retailing and repair. Box 1 shows a breakdown of the RSI main categories.
Retailing is a high turn-over industry but it does not represent a large share of Gross Value Added (GVA) or roughly, Gross
Office for National Statistics Th e RSI excludes a number of goods -notably expenditure on motor cars, electricity, gas and other fuels. It also excludes services (for example, hotels and restaurants, banking, and air travel) which make up about half of total household consumption expenditure.
Long-term view of the RSI against the backdrop of the economy
Over the last 20 years, the UK economy has experienced two economic recessions -the current recession, which started in the third quarter of 2008, and another, which lasted from the fourth quarter of 1990 to the third quarter of 1991. Figure 1 shows GDP and total retail sales volumes (by contributions to its annual volume growth) over the last two decades. It shows that, apart from 2008, predominantly food stores (food stores hereaft er) have generally shown a steady contribution to the growth in retail sales volumes. Over the 20-year period, predominantly non-food stores (non-food stores hereaft er) have been the main driver of retail sales volume growth, while nonstore retailing and repair have contributed the least to the growth of retail sales volumes (although in recent years, some aspects such as internet sales have contributed to the increase in contribution of this sector).
In the last decade, economic conditions have supported growth in the volume of retail sales; an annual average growth of 4.1 per cent between 1999 and 2008, compared to 1.6 per cent between 1989 and 1998. Sustained GDP growth, coupled with low unemployment boosted real average earnings, which grew at an average annual rate of about 4.0 per cent between 1999 and 2008 (see Table 2 ). Interest rates and general infl ation were also signifi cantly lower than the levels seen in the previous decade.
Why have some retail sectors (so far) performed better in the current recession compared to the recession of the early 1990s?
Th e pattern of retail sales in the current recession has diff ered considerably from what was observed in the 1991 recession. For instance, while there was a sharp contraction in non-food store sales in 1991, this category has continued to record positive growth in the current recession. Th e following section takes a closer look at both recessions.
Retail sales in the 1991 recession
In the fourth quarter of 1990, the UK economy entered a recession, ten years aft er the last recession in 1980. Th e Gulf war that started in August 1990 triggered a spike in oil prices peaking at almost $40 per barrel by October 1990. Th is oil shock was accompanied by a sharp rise in infl ation (in September 1990 RPI infl ation reached 10.9 per cent, its highest level in almost a decade) and acceleration in wage growth. Additionally, households faced record levels of unemployment, which added to the pressure on disposable incomes. Subsequently, there was a sharp contraction in the volume of retail sales. However, despite this, the value measure of total retail sales showed positive growth in that The impact of the recession on retail sales volumes 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 Food-stores Non-food stores Non-store retailing GDP 1 These have been calculated as compound annual growth rates. The exception to this are unemployment rates which have been estimated as arithmetic means. 2 Average earnings data is available only from 1990 so the mean growth shown in the fi rst row is based on the period 1990 to 1998. 3 Note that the CPI has only existed since 1996 so CPI rates of change before 1997 are constructed. period; refl ecting prevailing high retail prices (Figure 2) . Box 2 provides a description of how prices are estimated in the retail sector. Disaggregated data shows that the sharp fall in the volume of retail sales in the early 1990s was mostly driven by a fall in non-food store sales and non-store retailing; while food store sales recorded positive growth. Within non-food stores, all categories recorded negative growth for most of the recession. However, nonspecialised stores (for example, department stores) showed the least fall in sales output, even recording positive growth in some months (see Figure 3) .
Source: Bank of England Bank Stats and ONS Quarterly National Accounts, Labour Market Statistics, Consumer Prices and Retail Sales
In the RSI, non-specialised stores are described as stores that do not specialise in the sale of food or other commodities. Examples of stores found in this category are department stores, discount stores where food items are not the predominant retail good (for instance shops that sell a wide variety of discount products), and family run shops that sell a range of household products (for instance ethnic food, and household essentials like batteries, shampoo, among others). As a broad spectrum of shops is included in this category, it is diffi cult to explain the resilience of this sector in the early 1990s.
To summarise, as the economy went into recession in the early 1990s, sales volume data has suggested that households cut back on discretionary expenditure and maintained non-discretionary expenditure. Consequently, food stores continued to record positive growth in volumes terms while there was a sharp fall in the volume of non-food store sales.
Retail sales in the current recession Th e current recession is the fi rst recession in the UK for nearly 20 years and as the Bank of England has noted: 'the structure of our economy has changed signifi cantly since the early 1990s' (see Dale 2009) . Th e pattern of retail sales in the current recession is diff erent from what was observed in the recession of the 1990s. In the last recession, there was a sharp contraction in the volume of sales in nonfood stores and non-store retailers, while food store sales recorded positive growth. In the current recession, food stores have, on average, shown a much weaker level of sales than observed in the 1991 recession. In addition, non-food stores and nonstore retailers have shown positive growth in retail sales in the fi rst months of the current recession, a contrast to what was observed in the previous recession. the contribution of non-store retailing and repair to the total volume of retail sales has become increasing important. Even though this sector contributes approximately 5.3% to the total retail estimate, this illustrates to some extent, the impact of sales made over the internet. A separate experimental statistic is also available in the Retail Sales Statistical Bulletin ■ the 12-monthly growth in the total volume of retail sales has recorded negative year on year growth only twice in the current recession: in February and May 2009. On both occasions, there was a strong contraction in the growth of non-food store sales. However, caution should be used in the interpretation of these two movements as the corresponding estimates in 2008 were unusually high resulting in an unusually low year-on-year movement.
Prevailing economic conditions explain why the volume of retail sales has shown positive growth for most of the current recession. Th ese will be discussed under two separate headings: labour market conditions and price movements.
Labour market conditions
Labour market conditions are important in understanding consumer spending behaviour because the demand and supply of labour aff ect household earnings. In most months of the current recession, real average earnings based on the Labour Force Survey have recorded positive growth (albeit at a decreasing rate). Th e exception to this is January and February 2009 when real average earnings (including bonuses) recorded negative growth as the knock-on eff ect of the fi nancial crisis took its toll on the economy. As earnings make up approximately 60 per cent of household income, a positive growth rate has supported household retail expenditure. Furthermore, households have benefi ted from lower debt servicing costs with the fall in interest rates over the last 12 months. Although households have faced reduced earnings, this has been slightly off set by lower tax payments and greater social transfers (benefi ts payments) which could support consumer expenditure. Simmons (1981) has shown that such redundancy payments and tax rebates provide a cushioning eff ect on spending which can last for at least six months. Th e fl exibility of the UK labour market could also be said to contribute to the household behaviour in the recession. Dynarksi and Sheff rin (1987) have demonstrated that workers who experience short spells of unemployment will oft en exhibit small changes in consumption. Th us, as people are moving quickly out of unemployment they are only making small changes in their consumption expenditure. Th e ONS Labour Force Survey shows that, so far, the largest proportion of unemployed workers (approximately 60 per cent) have been unemployed for less than six months. While this does not suggest that re-employment rates are high, it indicates that over the last year this may have acted to subdue the eff ects of unemployment on consumption. Th ese factors partly explain why households have been able to maintain retail expenditure despite pressures from rising unemployment and reduced earnings growth.
Price movements
Th e resilience demonstrated by the retail sector in the recession can be partly explained by price fl exibility over the past year.
Using data from the RSI, there is a clear split between price changes in the retail store categories. Figure 5 shows that over the years, food stores, have recorded a faster growth in prices compared to nonfood stores. Th e divergence between these categories is more apparent from 2007 onwards when food stores have continued to record rising prices while non-food stores have recorded a sharp fall in prices. It seems probably that this diff erential behaviour has contributed to the stronger growth in nonfood store sales. Figure 5 shows that the 1990s were marked by positive price growth which started high and subsequently grew at a decreasing rate for the rest of the decade. Th e last decade has been noted as a period of negative price growth across most categories of the retail sector (apart from food retailing that has continued to record positive price growth). Th ere are several factors that have supported falling prices in the retail sector. Some notable ones include: productivity gains, the relative strength of sterling and the integration of emerging countries into the global economy. Particularly, the 'China eff ect' has oft en been described as the strongest infl uence supporting low retail prices in the last decade. By shift ing production to countries with low production costs, manufacturers have been able to produce goods at lower prices; thereby supporting low prices in the UK.
Falling prices have been particularly observed in household manufactured goods sold in non-food stores. For instance, within non-food stores, electrical appliance stores and textile, clothing and footwear stores have shown a sharp fall in prices over the last decade (Figure 6) .
In the recession of the 1990s, households faced rising prices in all categories of the retail sector. In the current recession, this has not been the case. All categories of the RSI have recorded falling prices, apart from food which has shown increasing prices. For instance, among the four broad categories that make up non-food stores, textile, clothing and footwear stores have shown the fastest fall in retail prices (Figure 7) . Indeed, this category has been the largest contributor to the positive growth in retail sales volumes since 2008. Th e widespread price-reductions in this sector have contributed to positive growth of retail sales volumes being maintained, despite a weaker economic climate.
Box 2
Measuring retail prices
The Consumer Price Index (CPI) and the Retail Price Index (RPI) are the two main measures of infl ation in the UK. These are comprehensive measures designed to cover a much wider range of transactions than just sales by retailers.
On the other hand implied price defl ators (IPD), are derived by dividing the value series for the RSI by the volume series and are an alternative measure of price changes in the retail sector. A range of IPDs are published for different categories of the RSI.
The scope of the RSI is, by defi nition, 'limited to businesses that sell goods directly to the public, but may also include non-identifi able sales from businesses to non-households which have been excluded from the CPI' (McCrae et al 2008) . Consequently there are signifi cant scope, timing coverage and defi nitional differences between the CPI, RPI and IPD. Before 1997 the CPI is a constructed series. Non-food stores Textile clothing and footwear Electrical appliance stores
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Th e non-store retailing category has recorded negative price growth in every year since 1999. Non-store retailers sell a wide array of commodities so it is diffi cult to generalise on consumer behaviour on a commodity basis. Nevertheless, the categories that make up this sector have something in common; retailers have little or no geographical boundaries that separate them from millions of potential buyers. In this 'virtual' retailing environment, consumers are better able to truly shop around and so retailers have to off er competitive prices to attract consumers. In addition, dedicated online retailers can be said to face relatively lower fi xed costs of production which can (at least in theory) be passed on to consumers.
Why do some non-food stores appear to be (so far) doing better than food-stores in the current recession?
Over the last 12 months (from June 2008 to June 2009), the 12-monthly growth rate of RSI volumes has mostly been driven by a growth in non-food store sales. Indeed the positive growth in retail sales so far in this recession has been almost entirely driven by sales in textile, clothing and footwear (within this category, clothing stores make up about 85 per cent of the aggregate) and 'other' non-food stores.
Th is is a reversal of what was observed in the recession of the 1990s when food-stores continued to show positive growth despite the overall contraction of economic activity. At least two factors can be identifi ed that bear on this: the changing structure of store types in Great Britain and relative price changes.
Changing structure of GB store types Data from the Retail Sales Inquiry suggests that the composition of goods sold in food stores has changed over time. Table 3 summarises the composition of goods sold in a selection of predominantly food stores over time. It shows that in the ten-year period from 1998 to 2008, there has been an increase in the proportion of non-food items sold in food stores.
In a recession, households typically cut down expenditure on discretionary items because of labour market uncertainties. Th us, as unemployment increases, there may be a fall in discretionary expenditure. For instance, non-food store sales might be more cyclical because they sell goods whose purchase can oft en be deferred. So far, only certain categories of non-food stores (notably household goods stores and non-specialised stores) have exhibited such cyclicality. Other store categories such as textile, clothing and footwear stores have continued to record positive growth in the recession. Over the years, the changing structure of UK store types means a growing number of 'predominantly food' stores also sell an increasing proportion of non-food items; blurring the distinction between store types and making it more diffi cult to see a clear split between discretionary and non-discretionary expenditure in the RSI. Th e RSI shows that food store sales have generally been weaker than non-food store sales. Because of the changing structure of UK store types, the underlying weakness in food stores cannot necessarily be attributed to a fall in discretionary expenditure.
Relative price changes
One of the reasons non-food stores have performed better in the current recession is that prices in non-food stores have, on average, fallen faster than prices in food stores. Figure 8 illustrates that while food store prices have continued to show positive growth over the last three years, there has been wide-spread price-cutting among nonfood stores.
Interestingly, the pattern of non-food stores performing relatively stronger than food stores appears in Europe more widely. Figure 9 shows returns for the Eurozone. Th is highlights that the recent contraction of global activity has had a similar eff ect on European food store and non-food store retailers as in Great Britain. 
